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Are People Really Risk−averse?: An Experimental Study
Fumihiko Hiruma and Yoshiro Tsutsui
This paper examines whether people are really risk−averse by using experimental methods. We
conducted lottery experiments based on the BDM method to two groups of students at Waseda
University. The first group is 20 undergraduates taking a class of introductory finance at the School of
Commerce, and the second group is 30 adults attending the extension school. We have them answered
a questionnaire which asks their various opinions concerning risk attitude, time preferences and so on
as well as their attributes.
Main results of our experimental study are summarized as follows;
1. We found that on average, the undergraduates are risk−averter, but the extension students are
risk−lover. Risk−loving attitude of the extension students is consistent with the findings of the
preceding studies such as Kachelmeire and Shehata (1992). But, risk−aversion that the
undergraduates showed is a rather new finding for which more inquiry will be needed in the
future. This mixed results will suggest that the standard assumption of risk−aversion is not so
easily validated as usually taken for granted in economics.
2. We could not find statistically significant relationships between risk−aversion of the subjects and
their economic and demographic attributes.
3. We examined whether risk−aversion is a decreasing or increasing function of wealth by using
several estimation methods. When we adopt the prizes that the subjects won at the previous
rounds of the experiments as the variable representing the changes in their wealth, and investigate
the relationship between these variation of wealth and variation of their risk aversion, the data
support the decreasing absolute aversion.
4. We found some inconsistent results between the risk aversion estimated from the lottery
experiments and that from the questionnaire for the undergraduates, but they are consistent each
other for the extension students. This result renders the support to the risk−loving attitude
revealed by extension students. Moreover, they show negative correlation between risk−aversion
and time discount rate derived from the questionnaire and another experiment. This negative
correlation implies that the more risk−averse people are, the more patient they are. Thorough
investigation of this interesting relationship remains to be done.
JEL: C71, D81, D91
Key words: absolute risk aversion, behavioral economics, decision making under risk,
experimental economics, time discount rate
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